Declaration Effect of Cash & Stock Dividends on Share Price: An Empirical Study on Dhaka Stock Exchange by Rahman, Md Lutfor et al.
 
 
 
 
Asian Business Review, Volume 1, Issue 1, September 2012                                                                                                                ISSN 2304-2613 
  
Copyright © 2012, Asian Business Consortium | ABR Page 72 
 
 
 
Declaration Effect of Cash & Stock Dividends on Share 
Price: An Empirical Study on Dhaka Stock Exchange 
Md Lutfor Rahman 1, Mohammad Ruhul Amin 2, Md. Noman Siddikee3 
 
1&2 Department of Business Administration, Northern University Bangladesh, Bangladesh 
3 Department of Business Administration, International Islamic University Chittagong, Bangladesh 
 
ABSTRACT 
This study analyzes the impact of different types of dividend declaration, namely stock and cash dividends. Using event study 
method, MAAR and CAAR, this study found no evidence of abnormal returns on the declaration day for either of the types of 
dividends. However, significant negative returns are reported on days prior to the declaration day for stock dividend, indicating 
speculative nature of the investors. Furthermore, it provides positive returns during the post-announcement period as the inves-
tors realize the chance of potential gains. However, as far as cash dividend is concerned companies listed under DSE do not pro-
vide any significant abnormal returns during the 60 days event window.  For CAAR, no significant return is reported for cash 
dividend, while stock dividend provided a maximum 5.6% abnormal returns during the post announcement period. 
 
JEL Classification Code:  M41; M49 
1 INTRODUCTION                                                                     
ORPORATIONS declare dividend for the benefit of 
its shareholders. They may either declare cash divi-
dend or stock dividend. As it is with the objective of 
the corporations to increase the share holders’ wealth, 
they declare dividend as a part of the income to them 
beside capital gain they achieve through appreciation of 
the prices of their stocks. When cash dividends are given 
the share holders directly benefit from the cash income as 
part of their cash income after taxes are deducted from it. 
On the other hand when stock dividends are declared the 
shareholders of a company may keep the shares and 
hope that the company will be able to utilize the money 
not paid out in cash dividend to earn a better rate of re-
turn in the future. They may also sell some of their new 
shares to create their own cash dividend which are basi-
cally tax exempted. 
However, as a result of the dividend declaration, the 
question arises on its effects on the capital gain (or loss) 
measured by the share price appreciation (or deprecia-
tion). The earlier studies on Dhaka Stock Exchange found 
that dividend does not add values to the investors as far 
as cumulative returns are concerned. However, studies 
done by previous authors did not distinguish the effects 
between cash and stock dividends. Study done by Rah-
man & Amin (2009) on DSE found that positive returns 
are reported prior to the dividend announcements irres-
pective of the nature of the dividends due to speculative 
trading and insider information regarding the an-
nouncements. Using the Cumulative Average Abnormal 
Returns (CAARs) attributed to the announcement the 
study also concluded that the investors loss up to 7% of 
their invested capital. The authors also recognized that 
the returns are highly volatile around the announcement 
date and suggested a study may be conducted to analyze 
if the declaration of stock dividend in isolation results in 
any gain to the investors. 
The dividend irrelevancy hypothesis proposed by Mod-
igliani and Miller (1961) suggests that dividend does not 
have any impact on the value of the companies. Howev-
er, the studies done on many markets around the globe 
show mixed findings. This study is aimed to identify 
whether stock dividends has more impacts on the share 
prices than that of the cash dividends using the data of a 
promising emerging market- DSE. 
2. EMPIRICAL EVIDENCE AROUND THE GLOBE: A 
SURVEY OF THE EXISTING LITERATURES 
A good deal of studies has been undertaken on both the 
developed and the developing countries. The impacts of 
cash and stock dividends on the share price returns have 
been mixed in those markets. These findings to a great 
extent either support the dividend irrelevancy theory or 
provide other explanations for the reasons of the divi-
dends declared. A summary of those findings may in-
clude the followings. 
Yu Qiao et al (2001) found a positive statistical relation-
ship between the dividends and mix dividend policies of 
firms on the stock market. However the study found the 
market was not sensitive to cash dividend. 
Wei Chen et al (1999), Empirically analyzed the dividend 
policy of the companies listed in shanghai stock market 
by using cumulative abnormal return (CAR). It tried to 
see whether there is any evidence of existence of the sig-
naling effect of dividend policy in this market and also to 
find its characteristics, if exists. This study showed that 
the degree of CAR was very much different arising as a 
result of different dividend policies. The CAR of right 
issue was found to be higher than that of cash dividend 
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but lower than that of the bonuses. 
Louis T. W. Cheng, Hung-Gay Fung & T. Y. Leung 
(2006), found that in many emerging financial markets, 
firms typically pay stock dividends rather than cash div-
idends. They found Chinese investors appear to favor 
stock dividend over cash dividends [Chen, Firth, and 
GAO (2002)]. There are many hypotheses explaining why 
firms pay out stock dividends. The signaling and re-
tained earnings hypotheses, which are found closely 
linked and to relate stock dividends to a firm’s good 
growth or investment potential, appear to be the leading 
contenders in explaining stock dividend policies of firms 
in the U.S. [Baker, Phillip’s, and Powell (1995)]. 
Kalay and Loewenstein (1985) and Nissim and Ziv (2001) 
found a strong positive relationship between dividend 
changes and a firm’s ability to generate future earnings 
and cash. Other writers  showed that a dividend loses its 
information content in explaining firm’s future perfor-
mance when earning and earning related variables (such 
as earnings forecast) are released simultaneously [Con-
roy, Eades, and Harris (2000); Mikhail, Walther and Wil-
lis (2003)]. A new view is the tunneling perspective, 
which argues that cash dividends may be used as a tool 
to re-direct firm resources to benefit large shareholders 
and top management at the expense of minority share-
holders [Faccio, Lang, and Young (2001)]. Studies  also 
provided some evidences for various hypotheses on 
stock dividend issue. In an examination of responses 
from chief financial officers, Eisemann and Moses (1978) 
show support for the signaling, liquidity, cash substitu-
tion, and retained earnings hypotheses. Baker and Phi-
liphs (1993) report the evidence from a manager survey 
for the signaling and retained earning hypotheses. 
Therefore, the retained earnings hypothesis argues that 
stock distributions of less than 25% are a signal of future 
earnings as the stock dividend-paying firms are expected 
to replenish the retained earnings account with future 
earnings. Empirical evidence for the retained earnings 
hypothesis is mixed [Chottiner and Young (1971); Bank-
er, Das, and Datar (1993); Peterson, Millar, and Rimbey 
(1996)]. 
Cash dividends and stock dividends have been argued 
substitutes for one another. As discounting a dividend 
payment would likely produce a negative market reac-
tion, firms usually issue stock dividends rather than pay-
ing out cash dividends that might lead to a cash shortage 
for internal use. Ghosh and Woolridge (1985) find that 
issue of stock dividends can mitigate the negative market 
reaction due to reduction or omission of cash dividends, 
which provides evidence for the cash substitution hypo-
thesis. 
Modiglian and Miller (1961) argued that dividend policy 
has no effect on either the price of a firm’s stock or its 
cost of capital, in a perfect world, the dividend policy is 
irrelevant to shareholders wealth. This proposition has 
laid solid theoretical foundation for the dividend policy. 
After that, economists have offered explanations for div-
idend declaration in different ways including such effect 
as taxes, dividend signaling, agency cost issues and 
transaction cost. 
Foster and Vickrey (1978) report that stock dividend is-
sues generate positive abnormal returns on the declara-
tion date rather than on the ex-date and that the size is 
not a determinant of market reaction, which primarily 
supports signaling function of stock dividends. 
Black, Fischer (1976) found that, In addition to cash divi-
dend and stock dividend, several mixed types of divi-
dend payment are given apart from cash dividend and 
stock dividend such as mix of bonus issues and dividend, 
mix of rights issues and dividend. 
Fung and Leung (2001) proved that reinvestment by 
plowing back earnings should be viewed positively; it is 
a good investment approach if there are profitable oppor-
tunities in firms. If firms indeed have good investment 
prospects, shareholders prefer stock dividends in order 
to preserve cash for investments; seasoned equity financ-
ing is not readily available for future funding needs be-
cause of regulatory constraints. Thus the underdevelop-
ment of china’s financial market implies that rational 
Chinese stockholders would generally prefer stock divi-
dends to cash dividends. However, in contrast, Huang 
and fung (2004) found that if dividend policy serves as a 
signal to the market, firm value (price) will change as a 
result. Price appreciation will not translate into financial 
gains for the controlling stockholders whose shares can-
not be traded through the stock exchanges. Thus, they 
would prefer cash dividends to realize an immediate fi-
nancial gain. 
Therefore, from the above literature we would find that 
the firms pay out dividend both in cash and stock and 
there are several hypotheses explaining the reasoning for 
the preference of the type of dividends. Those hypothes-
es are Signaling Effect Hypothesis, Retained Earning Hy-
pothesis, Tunneling Hypothesis, Liquidity Hypothesis or 
Cash Substitution Hypothesis, Tax Effect Hypothesis, 
Agency Cost Hypothesis, and Transaction Cost Hypothe-
sis.  
3. DATA COLLECTION AND METHODOLOGY 
3.1 SAMPLE DESIGN AND DATA COLLECTION: 
The study is based upon a sample of 16 firms which de-
clared only stock dividend and 23 firms which declared 
only cash dividend for the period of 1 January 2007 to 31 
December 2007. The reason for choosing the year 2007 as 
the sample of the study is that it is considered to be one 
of the most stable years in the political history of Bangla-
desh which more often than not influence the stock mar-
ket and other macroeconomic variables of the country. 
The date of dividend announcement was collected from 
www.biasl.net and the data on the stock prices were col-
lected from the DSE archive. A list of the selected com-
panies together with their announcement dates and rate 
of dividend declared has been provided under appendix 
A1. 
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3.2 SELECTING THE EVENT WINDOW: 
For an event study selecting the right window is very 
important as other variables might affect the dependant 
variable concerned if the window is too long in duration. 
On the other hand, if the window is too short, the effect 
of an event may be incomplete. For the present study the 
authors have considered 61 days event window appro-
priate for analysis. For the study the returns on the an-
nouncement day, returns on 30 days prior to the an-
nouncement day, and returns on 30 days after the an-
nouncement have been considered for analyzing the cu-
mulative average abnormal returns. 
3.3 RESEARCH DESIGN 
3.3.1 CALCULATING THE ABNORMAL RETURN 
Different methods have been used to calculate the ab-
normal return resulted from an announcement. The lite-
rature on the methodology for event study suggests vari-
ous approaches for analysis. Some discussions may be 
found in Bodie, Kane and Marcus (2005), Campbell, lo, 
and MacKinlay (1997). These methods may be summa-
rized as, firstly the Constant Mean Return Model 
(CMRM), which assumes a firm’s average stock return as 
constant over time. The method does not allow for gen-
eral market movement. Secondly Market Adjusted Re-
turn Model (MARM) which is also called the index mod-
el assumes each firm has some average return and risk 
characteristics as the market as a whole. And lastly the 
Economic Models such as CAPM and APT. Using any 
economic models provide very similar results to the 
market model. (Campbell, Lo, Mackinlay, 1997). 
The methodology here has been used as suggested by 
Bowman (1983), Brown &Warner (1980 & 1985), Kritz-
man (1994), Mackinlay (1997), and Saens, Sandoval 
(2005). In general, our objective is to find out whether 
there exist any abnormal returns attributed to the divi-
dend declaration. Therefore, the general format for calcu-
lating the abnormal returns may be as- 
 
    ARit = Rit – E(Rit/Ώt-1)   ……..1 
Where, ARit ,  Rit , and E(Rit/Ώt-1) are the abnormal, 
actual, and normal return for time t, respectively. Ώ is 
the conditional information set in period t. Index Model 
or the Market-Adjusted Return Model (MAAR) is used as 
the normal return representing E(Rit/Ώt-1) for the 
present study. We have tried to minimize the other fac-
tors from affecting both the return on the prices of indi-
vidual stock and the market returns. Since the percentage 
change in market price is deducted from the percentage 
change in the price of the individual share on the respec-
tive days, the remainders shows the unsystematic portion 
of the value change of a particular stock resulted from 
dividend announcement. The following formula is used 
to calculate the market adjusted abnormal returns: 
      MAAR it = R it - Rmt  ……..2 
Where,  
MAARit is the market adjusted abnormal return for se-
curity i over the time t. R it  is the return on security i on 
time t, calculated as (P −it P 1−it )/P 1−it , where, P it  is 
the market closing price of stock i on day t & P 1−it  is the 
market closing price of stock i on day t-1. Rmt  is the 
return on the DSE all share price index at time t, calcu-
lated as (I −t I 1−t )/  I 1−t , Where I it  is the market index 
on day t, and I 1−t  is the market index on day t-1. For a 
sample of N securities the average MAARit for the day 
t is calculated by: 
MAAR t = (1/N)∑ =
N
i it
MAAR
1
    
….3 
Where, t = -30, -29…………+30 
After computing the abnormal returns for all securities in 
the sample, the cumulative abnormal returns (CAR) are 
calculated to measure the total returns over the con-
cerned period.  The CAR is computed using the follow-
ing formula: 
),( jlCAR  = ∑
=
j
lt
tMAAR
     ……4 
Where, ),( jlCAR  is the cumulative abnormal return 
from day l to day j, which refers to the starting day -30 
till the day up to which the CAR is calculated, here rang-
ing from -30 to +30 surrounding by the announcement 
day. 
3.3.2 TESTING OF ABNORMAL RETURNS 
For testing the significance of abnormal returns three 
types of t-tests are used (Saens, Sandoval 2005), namely 
the standardized t-test, cross-sectional t-test and the port-
folio t-test. However, the study conducted by Saens and 
Sandoval on the Chilean Stock Market using daily stock 
returns concluded that the use of standardized t-test is 
always more effective in detecting the presence of ab-
normal return than the cross-sectional and the portfolio t-
tests, even in the presence of non-normality of security 
returns. 
The earlier writers such as Patell (1976), Brown and 
Warners (1985) and Dyckman et al. (1984) studied ran-
domly selected securities of New York Stock Exchange 
(NYSE) and American Stock Exchange (AMEX). They 
concluded that the non-normality problem does not have 
serious impact on the power of the short-run event study 
method and that the common parametric t-test may be 
used to test the null hypothesis.  
Therefore, even in the presence of non-normality, as our 
sample were drawn from across different industries with 
different event dates and categories of securities, we felt 
it would be appropriate to use the test statistics specified 
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by Saens and Sandoval (2005), and Odabasi (1998) on an 
emerging capital market in Latin America, namely the 
Chilean Stock Exchange. In this study the standardized t-
test has been used to test the presence of abnormal re-
turns in day 0.  
Under the standardized t-test each abnormal security 
return is normalized by the estimation period standard 
deviation using the following steps: 
 
SARit = )( it
it
MAARSD
MAAR
  ……..5 
Where, SARit is the standardized abnormal return, 
MAAR it is as the market adjusted abnormal return as 
specified under equation 2, and SD(MAARit) is the 
standard deviation of each abnormal return which is cal-
culated as: 
SD(MAARit)= )1
1(
1
2
∑
=
−
T
t it
MAAR
T ...6 
Where, T is the number of days in the estimation period 
for security i. 
The average standardized abnormal return, tSAR and 
the average cumulative standardized abnormal return, 
),( jiCSAR  for N sample are computed by: 
tSAR = ∑ =
N
i it
SAR
N 1
1
 ……..7 
and 
),( jiCSAR = ∑ =
N
i jliCSARN 1 ),(,
1
…8 
The standardized t-test for abnormal return on the event 
day will then be: 
),( ttT  = tSAR ( N ) ……..9 
and 
),( jlT  = ),( jlCSAR ( N ) …...10 
The test statistic ),( ttT is used to test if the expected 
value of the average standard abnormal returns on the 
event day is different from zero. Similarly, the test statis-
tic ),( jlT is used to test if the expected value of the 
average cumulative standardized abnormal return is dif-
ferent from zero over the period from l to j.  
The above standardized t-tests assume that the individu-
al returns are cross-sectionally independent and identi-
cally distributed. By the Central Limit Theorem, the 
standardized t-test converges to unit normal under the 
null hypothesis of no abnormal return. For our analysis a 
90% level of significance will be used for accepting (or 
rejecting the null hypothesis).  
 
4. ANALYSIS AND FINDINGS 
4.1 COMPARING MARKET ADJUSTED ABNORMAL 
RETURNS (MAAR) 
Comparison between the market adjusted average ab-
normal returns (MAAR) for stock dividend and the 
MAAR for the cash dividend is shown with their respec-
tive t values with n-1 degrees of freedom (n=16 for stock 
and n=23 for cash). The findings have been reported un-
der the table-1. This indicates that the market adjusted 
average abnormal returns attributed solely to the divi-
dend announcement day is statistically insignificant for 
both stock and cash dividends. Thus, it is evidence that 
there are no differences in the impact of cash or stock 
dividend as far as the announcement day is concerned. 
However, the significant negative returns for equity div-
idend prior to the announcement day (such as day-23, -
18, and -13) indicate speculative nature of the investors’ 
behavior. As it is with the nature of weak form efficient 
market to predict the returns around an up coming event, 
the rumors and hearsay dominates the market. It is also 
possible that the news has been leaked out earlier result-
ing in the negative effect of the event. In such a case the 
negative returns associated prior to the announcement 
justify that the speculators are in action with negative 
news about the announcement. 
On the other hand positive returns for stock dividends 
are reported after the announcement, (such as day 9, 12, 
22) indicating positive attitude during the post an-
nouncement period. The positive returns could be attri-
buted to the lag between the announcement day and the 
record day. As the record day becomes nearer, the stock 
indicates some positive returns, though the length of the 
lag may vary for A, B or Z categories of companies as far 
as the DSE is concerned. Therefore, the investors in gen-
eral shows more positive attitude towards stock divi-
dends rather than cash dividend. 
As far as cash dividend is concerned, there is no signifi-
cant returns exist as a result of cash dividend declaration. 
Furthermore, the negative MAAR (though not statistical-
ly significant) on the declaration day may indicate the 
investors unfulfilled expectation for stock dividend. 
 
Table-1: Comparison between markets adjusted ab-
normal turn of stock and cash dividend. 
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Day Equity 
MAAR(%) 
T values Cash 
MAAR(%) 
T values 
-30 0.91 1.34239 0.13 0.001038 
-29 0.15 0.28173 -0.07 -0.000580 
-28 -0.55 -1.03362 -0.06 -0.000480 
-27 0.09 0.23492 0.20 0.001808 
-26 -0.53 -0.76085 -0.58 -0.005342 
-25 -0.13 -0.16415 -0.34 -0.003215 
-24 0.05 0.12580 -0.31 -0.003100 
-23 -0.85 -1.90856* 0.45 0.004729 
-22 0.07 0.09838 -0.52 -0.005659 
-21 -0.35 -0.55624 0.02 0.000283 
-20 0.19 0.38038 0.35 0.004206 
-19 -0.34 -0.79178 0.48 0.006067 
-18 -1.42 -2.63302* 0.35 0.004714 
-17 -0.34 -0.63388 -0.43 -0.006110 
-16 -0.12 -0.23324 0.22 0.003335 
-15 0.87 1.09192 -0.76 -0.012106 
-14 -0.51 -1.26681 0.23 0.003948 
-13 -0.88 -2.29192* -0.38 -0.007005 
-12 -1.14 -1.52072 -0.45 -0.009041 
-11 -0.75 -1.18975 0.06 0.001239 
-10 0.09 0.24291 -0.10 -0.002429 
-9 0.73 1.43678 -0.47 -0.012526 
-8 -0.63 -1.51176 1.01 0.030237 
-7 0.67 0.82457 1.71 0.058314 
-6 0.42 0.98826 0.34 0.013474 
-5 1.08 1.51777 -0.05 -0.002224 
-4 0.66 0.97474 -0.34 -0.020562 
-3 0.15 0.25224 0.27 0.021737 
-2 0.52 0.64917 0.56 0.066458 
-1 0.78 1.45023 -0.12 -0.029760 
0 0.22 0.30349 -1.33 -1.305348 
1 2.29 1.46509 -1.63 -0.375755 
2 0.64 1.02685 -0.13 -0.015769 
3 0.81 1.33136 -0.04 -0.003457 
4 -0.08 -0.10835 0.46 0.027412 
5 0.04 0.10945 -0.08 -0.003897 
6 0.20 0.60070 0.79 0.031444 
7 0.13 0.30090 0.40 0.013682 
8 -0.01 -0.04862 -0.01 -0.000421 
9 0.69 1.82802* -0.38 -0.010214 
10 -0.11 -0.34011 0.96 0.023055 
11 0.18 0.52347 -1.00 -0.021827 
12 1.72 2.77549* -0.03 -0.000637 
13 -1.49 -0.90130 -0.17 -0.003124 
14 -0.37 -0.65645 -0.84 -0.014436 
15 -0.04 -0.08565 0.11 0.001786 
16 0.90 1.54361 -0.34 -0.005080 
17 0.72 1.44729 -0.37 -0.005287 
18 -1.46 -1.10710 -0.56 -0.007487 
19 -1.47 -0.81539 0.74 0.009339 
20 -2.13 -1.00914 -0.01 -0.000096 
21 0.33 0.37747 0.09 0.001084 
22 3.08 2.01362* -0.14 -0.001544 
23 0.09 0.14523 0.39 0.004051 
24 -0.34 -0.44656 0.75 0.007536 
25 0.88 1.64175 0.85 0.008179 
26 -0.52 -0.35541 0.16 0.001509 
27 0.45 0.49382 0.79 0.007026 
28 -1.62 -1.72022 0.65 0.005604 
29 0.56 1.28370 1.11 0.009174 
30 -0.16 -0.13377 -0.07 -0.000580 
      
* indicates significant t values at 90% level of confidence and  
** indicates significant t values at 99% level. 
 
A side by side presentation of the graphs of MAAR for 
both the cash and stock dividend would represent a clear 
picture for us to analyze. The following figure shows 
how they differ from each other surrounding the an-
nouncement date.  
 
Insert Figure 1 here 
 
4.2 COMPARISON BETWEEN CUMULATIVE 
ADJUSTED ABNORMAL RETURNS (CAAR) OF 
STOCK AND CASH DIVIDENDS 
The behavior of CAAR indicates a surprise finding with 
regards to the stock dividends. Continuous negative re-
turns have been reported since 23rd day prior to the an-
nouncement. This continues even up to the 2 days after 
the announcement day. It is further evidenced that if an-
ybody holds a share up to the announcement day, 
he/she will incur a significant loss of 0.90%. However, 
the market bounces back with positive returns imme-
diately and significant positive returns are reported for 2 
days immediate after the announcement and again con-
tinue to with positive returns from the 9th working day 
and beyond. The highest CAAR of 5.61% is reported on 
the 12th day after the announcement, which also coin-
cides with the significant positive MAAR of 1.72% on 
that day, as the record day for entitlement of the divi-
dend approaches nearer. The above findings would like 
to conclude that the record day plays a very important 
indicator for realizing the abnormal returns for stock div-
idend. 
On the other hand, for cash dividend, though positive 
returns exist immediately prior to the announcement 
date, they are statistically insignificant. Once the rumor 
and speculation regarding the dividend announcement 
subsides, immediately after the declaration day statisti-
cally insignificant negative returns are reported. 
 
Table-2: Cumulative average abnormal return between 
stock and Cash Dividend. 
Day Equity 
CAAR (%) 
T values Cash  
CAAR(%) 
T values 
-30 0.91 1.342391 0.13 0.001038 
-29 1.05 1.624124 0.06 0.000458 
-28 0.51 0.590505 0.00 -0.000022 
-27 0.60 0.825422 0.21 0.001786 
-26 0.07 0.064569 -0.37 -0.003556 
-25 -0.06 -0.099576 -0.71 -0.006771 
-24 -0.02 0.026222 -1.02 -0.009871 
-23 -0.87 -1.882342* -0.56 -0.005142 
-22 -0.80 -1.783963* -1.08 -0.010801 
-21 -1.15 -2.340204* -1.06 -0.010518 
-20 -0.96 -1.959822* -0.71 -0.006311 
-19 -1.30 -2.751598* -0.23 -0.000244 
-18 -2.72 -5.384617** 0.13 0.004469 
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-17 -3.06 -6.018497** -0.31 -0.001641 
-16 -3.18 -6.251740** -0.08 0.001694 
-15 -2.31 -5.159823** -0.84 -0.010412 
-14 -2.82 -6.426634** -0.61 -0.006464 
-13 -3.70 -8.718555** -0.99 -0.013469 
-12 -4.84 -10.239277** -1.44 -0.022510 
-11 -5.58 -11.429029** -1.38 -0.021271 
-10 -5.50 -11.186119** -1.49 -0.023700 
-9 -4.77 -9.749337** -1.96 -0.036226 
-8 -5.40 -11.261101** -0.95 -0.005989 
-7 -4.73 -10.436534** 0.76 0.052325 
-6 -4.31 -9.448279** 1.10 0.065798 
-5 -3.23 -7.930510** 1.05 0.063574 
-4 -2.57 -6.955767** 0.71 0.043012 
-3 -2.42 -6.703523** 0.98 0.064749 
-2 -1.90 -6.054356** 1.54 0.131207 
-1 -1.12 -4.604128** 1.42 0.101447 
0 -0.90 -4.300641** 0.08 -1.203902 
1 1.40 -2.835549* -1.55 -1.579657 
2 2.04 -1.808703* -1.68 -1.595426 
3 2.85 -0.477344 -1.73 -1.598882 
4 2.77 -0.585690 -1.27 -1.571471 
5 2.82 -0.476236 -1.35 -1.575367 
6 3.02 0.124466 -0.57 -1.543923 
7 3.15 0.425366 -0.17 -1.530241 
8 3.13 0.376747 -0.18 -1.530663 
9 3.82 2.204767* -0.56 -1.540877 
10 3.72 1.864657* 0.40 -1.517822 
11 3.89 2.388128* -0.61 -1.539649 
12 5.61 5.163619** -0.64 -1.540285 
13 4.12 4.262323** -0.81 -1.543409 
14 3.75 3.605876** -1.65 -1.557845 
15 3.72 3.520228** -1.54 -1.556059 
16 4.61 5.063839** -1.88 -1.561139 
17 5.33 6.511133** -2.25 -1.566426 
18 3.87 5.404031** -2.81 -1.573913 
19 2.40 4.588643** -2.07 -1.564574 
20 0.28 3.579501** -2.08 -1.564670 
21 0.61 3.956971** -1.99 -1.563586 
22 3.69 5.970589** -2.13 -1.565131 
23 3.78 6.115819** -1.74 -1.561080 
24 3.44 5.669254** -0.99 -1.553544 
25 4.32 7.311000** -0.13 -1.545364 
26 3.80 6.955593** 0.03 -1.543855 
27 4.25 7.449409** 0.82 -1.536829 
28 2.63 5.729193** 1.47 -1.531225 
29 3.19 7.012898** 2.58 -1.522051 
30 3.02 6.879133** 2.51 -1.522631 
* indicates significant t values at 90% level of confidence and  
** indicates significant t values at 99% level.  
 
A side by side representation of the CAAR under the 
same graph indicates the contrasting scenario for the re-
turns attributable to cash and stock dividends as pre-
sented under the figure 2. 
 
Insert Figure 2 here 
 
5 CONCLUSION AND POLICY IMPLICATION 
This study intended to analyze if declaration of stock 
dividends has more impacts on the share prices than that 
of the cash dividends. It used event study method to 
identify if there is any gain solely attributable to the divi-
dend announcement using the Market Adjusted Average 
Abnormal Returns (MAAR) and Cumulative Average 
Abnormal Returns (CAAR). Using standardized t test 
and at 90% confidence level this study found that there is 
no evidence of abnormal returns on the declaration day 
for both stock and cash dividends. However, significant 
negative returns for stock dividend have been observed 
prior to the announcement day (such as day-23,-18, and -
13) which indicates speculative nature of the investors’ 
behavior in DSE. Positive returns for stock dividends 
after the announcement, (such as day 9, 12, 22) could be 
attributed to the lag between the announcement day and 
the record day. Therefore, the investors in general shows 
more positive attitude towards stock dividends rather 
than cash dividend as far MAAR is concerned. 
As far as the CAAR is concerned continuous negative 
returns are observed since 23rd day prior to the an-
nouncement till the 2 days after the announcement day 
and if anybody holds a share up to the announcement 
day, he/she will incur a significant loss of 0.90%. How-
ever, it is surprising that the market provides cumulative 
positive returns from the 9th working day onward for the 
selected event window. The highest CAAR of 5.61% is 
reported on the 12th day after the announcement, which 
also coincides with the significant positive MAAR of 
1.72%. The above findings would like to conclude that 
the record day plays a very important indicator for rea-
lizing the abnormal returns for stock dividend. As far as 
CAAR for cash dividend is concerned no significant ab-
normal returns are found under the present analysis. 
The above finding proposes an interesting policy to the 
investors who are willing to invest with the companies 
listed under the DSE. It suggests that the investors 
should hold their shares after the announcement when 
the companies declare stock dividends and sell them on 
12th working day for maximizing their abnormal returns 
and if the companies declare cash dividends the investors 
would not earn any abnormal returns from their invest-
ment. 
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